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Wlsconsm s electric cooperatives serve 216,000 rural electric consumers in th‘e state; . and
operate one-third of the state's electric distribution lines. We strongly suppoitthe PTE-II-
project and urge the Commission to consider the following issues in its prepafration of a
final EIS on the project:

Long-term Rising Prices of Natural Gas

Our members have a very serious concern about the increasingly limited choices of fuel
for generating electric power. Currently, some groups (including many that are opposed
to this project) are committed to eliminating coal as a generating fuel for electric power.

This would be extremely costly for Wisconsin's consumers and would affect not only the
price but the reliability of our state's electric supply.

Two days ago, on June 10, the Chairman of the Federal Reserve Board of Governors
testified to the House of Representatives about the looming, serious threat to this nation's

economy of long-term increases in the price of natural gas. (Dr. Greenspan's testimony is
attached).

In his testimony, Chairman Greenspan indicated that "the long-term equilibrium price for
natural gas in the United States has risen persistenly during the past six years from
approximately $2/MM Btu to more than $4.50."

This week NYMEZX gas futures hit $6.31.

If the Commission consults authorities such as the Federal Reserve, Cambridge Energy
Research Associates, and publicly available data, it must conclude that the trend of rising
natural gas prices exhibits the characteristics that resemble a long-term structural (not just
temporary) upward ratcheting of prices.

Why do rural electric consumers care about whether a southeastern Wisconsin utility has
high fuel costs, now and in the future?
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Because the cost and resulting price of energy that WE Energies sends into the wholesale
marketplace has (because of its sheer size in this market) impact on the price that all
electric power provides must pay on the wholesale market. High gas prices will result in
high energy costs and make it more expensive for every utility and cooperative seeking
power in the wholesale market to purchase that power at a reasonable price.

Volatility of Natural Gas Prices

All fuels (except most renewables) fluctuate in price. However, a fair examination of the
price fluctuations in natural gas indicate that it is a far more volatile commodity with
respect to price than coal or uranium (the other major fuels used to power Wisconsin's
utility boilers). This volatility requires that electric power providers, if they increase their
dependence on gas as a fuel, would almost certainly be making more frequent fuel cost
adjustments in their rates, causing more irritation for consumers, and more expense for
electric power providers.

Consumers like stable, predictable electric bills. They DO NOT like frequent changes in
rates. Especially if they are increases.

We believe increasing dependence on gas, as the opponents of this project advocate, will
lead to higher and more frequently changing electric bills. Our members do not welcome
that.

Competition for Fuel Supplies With Residential, Commercial and Industrial
Customers

The Commission should be mindful of the long-term consequences of moving to a
generating fuel decision which creates substantially more pressure on gas supplies to the
detriment of ordinary citizens, business and industry. How is a consumer well-served by
having to compete with electric utilities for natural gas? Shouldn't the Commission
consider what is going to happen to a consumer's natural gas bill if and when more and
more scare natural gas is consumed to make electricity? Coal is no longer a residential
heating fuel. There is no substitution in this market. Thus there is no pressure on home
heating fuel costs from a decision to use coal as a generating fuel.

Low-income and elderly consumers would be especially hard hit by such a move away
from non-substitutable fuels. They would not be better off as a result of a decision to pay
a little more for the capital costs of a coal plant, as measured against years and years of
pressure on supplies (and resulting cost increases) of natural gas to heat their homes. The
same is true of commercial and industrial users.
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PTF-II Makes Historic Commitment to Renewables

PTF-II makes the largest commitment to the expansion of renewable generating resources
ever.made by a utility in this state. One that far surpasses that which is required of WE
Energies.

We believe this commitment ought to be given some weight and credit in the EIS.

Adding 200 Mw of renewables is an enormously significant step. WE Energies actions
in this regard have won the company praise from organizations like RENEW Wisconsin.

We ask the Commission to bear in mind the efforts of WE Energies in this EIS because
these activities and the company's manure digester project in Wrightsown are all a part of
a package of generation resources under the PTF-II undertaking.

It is saddening to us, that WE Energies is the subject of daily hostile television ads which
completely ignore the company's efforts in the renewables area. Such a state of affairs
clearly demonstrates the anti-coal (not pro-consumer) agenda of most opponents of the
project.

The Commission Should Expand, Not Narrow, Fuel Options for Electric Generation

Having eliminated new nuclear resources as an option and, through DNR pressure,
having made it very difficult to re-license existing hydro (and essentially banning new
small hydro), the state of Wisconsin may be on its way to eliminating coal as a generating
fuel option.

Such a long-term policy result will leave us with two options: gas and renewables.
We strongly caution against moving in this direction.

This EIS and this case is important because it will determine the direction the state
intends to take in respect to what fuels electric generators are allowed to use to make

electricity. Many opponents of this project want to end the use of coal today.

In terms of the price of electricity and reliability, this would be a disaster for Wisconsin
consumers.
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If anything, the electric power industry needs more--not fewer--options for generating
power. More options will certainly lower the risk simply by virtue of the operation of
portfolio theory principles.

More available types of fuels will also enhance competition between fuels. Narrowing
fuel choices will give the remaining fuels much greater resistance or immunity against
competitive pressure, resulting in higher than normal prices.

We thank the Commission for its consideration.

David J. Jenkins
WECA Division Manager

Wisconsin Federation of Cooperatives
608-258-4409



-DEFAULT.HTM

Subject: DEFAULT.HTM
Date: Thu, 12 Jun 2003 07:52:10 EDT
From: Djj608@aol.com
To: david.jenkins@wfcmac.coop

ederal Reserve Board

Testimony of Chairman Alan Greenspan

Natural gas supply and demand issues

Before the Committee on Energy and Commerce, U.S. House of Representatives
June 10, 2003

In recent months, in response to very tight supplies, prices of natural gas have
increased sharply. Working gas in storage is currently at very low levels relative to
its seasonal norm because of a colder than average winter and a seeming inability of
increased gas well drilling to significantly augment net marketed production.
Canada, our major source of imported natural gas, has had little room to expand
shipments to the United States, and our limited capacity to import liquefied natural
gas (LNG) effectively restricts our access to the world's abundant supplies of gas.

Our inability to increase imports to close a modest gap between North American
demand and production (a gap we can almost always close in oil) is largely
responsible for the marked rise in natural gas prices over the past year. Such price
pressures are not evident elsewhere. Competitive crude oil prices, after wide
gyrations related to the war in Iraq, are now only slightly elevated from a year ago,
and where spot markets for natural gas exist, such as in Great Britain, prices exhibit
little change from a year ago. In the United States, rising demand for natural gas,
especially as a clean-burning source of electric power, is pressing against a supply
essentially restricted to North American production.

Given the current infrastructure, the U.S. market for natural gas is mainly regional,
is characterized by relatively longer term contracts, and is still regulated, but less so
than in the past. As a result, residential and commercial prices of natural gas
respond sluggishly to movements in the spot price. Thus, to the extent that natural
gas consumption must adjust to limited supplies, most of the reduction must come
from the industrial sector and, to a lesser extent, utilities.

Yesterday the price of gas for delivery in July closed at $6.31 per million Btu. That
contract sold for as low as $2.55 in July 2000 and for $3.65 a year ago. Futures
markets project further price increases through the summer cooling season to the
peak of the heating season next January. Indeed, market expectations reflected in
option prices imply a 25 percent probability that the peak price will exceed $7.50
per million Btu.

Today's tight natural gas markets have been a long time in coming, and futures
prices suggest that we are not apt to return to earlier periods of relative abundance
and low prices anytime soon. It was little more than a half-century ago that drillers
seeking valuable crude oil bemoaned the discovery of natural gas. Given the lack of
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adequate transportation, wells had to be capped or the gas flared. As the economy
expanded after World War II, the development of a vast interstate transmission
system facilitated widespread consumption of natural gas in our homes and business
establishments. On a heat-equivalent basis, natural gas consumption by 1970 had
risen to three-fourths of that of oil. But natural gas consumption lagged in the
following decade because of competitive incursions from coal and nuclear power.
Since 1985, natural gas has gradually increased its share of total energy use and is
projected by the Energy Information Administration to gain share over the next
quarter century, owing to its status as a clean-burning fuel.
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Recent years' dramatic changes in technology are making existing energy reserves
stretch further while keeping long-term energy costs lower than they otherwise
would have been. Seismic techniques and satellite imaging, which are facilitating
the discovery of promising new natural gas reservoirs, have nearly doubled the
success rate of new-field wildcat wells in the United States during the past decade.
New techniques allow far deeper drilling of promising fields, especially offshore.
The newer recovery innovations reportedly have raised the average proportion of
gas reserves eventually brought to the surface. Technologies are facilitating Rocky
Mountain production of tight sands gas and coalbed methane. Marketed production
in Wyoming, for example, has risen from 3.4 percent of total U.S. output in 1996 to
7.1 percent last year.

One might expect that the dramatic shift away from hit-or-miss methods toward
more advanced technologies would have lowered the cost of developing new fields
and, hence, the long-term marginal costs of new gas. Indeed, those costs have
declined, but by less than might have been the case because much of the innovation
in oil and gas development outside of OPEC has been directed at overcoming an
increasingly inhospitable and costly exploratory physical environment.

Moreover, improving technologies have also increased the depletion rate of newly
discovered gas reservoirs, placing a strain on supply that has required increasingly
larger gross additions from drilling to maintain any given level of dry gas
production. Depletion rates are estimated to have reached 27 percent last year,
compared with 21 percent as recently as five years ago. The rise has been even more
pronounced for conventionally produced gas because tight sands gas, which
comprises an increasing share of new gas finds, exhibits a slower depletion rate than
conventional wells.

Improved technologies, however, have been unable to prevent the underlying
long-term price of natural gas in the United States from rising. This is most readily
observed in markets for natural gas where contract delivery is sufficiently distant to
allow new supply to be developed and brought to market. That price has risen
gradually from $2 per million Btu in 1997 for delivery in 2000, and presumably
well beyond, to more than $4.50 for delivery in 2009, the crude oil heating
equivalent of rising from less than $12 per barrel to $26 per barrel. Over the same
period, the distant futures price of light sweet crude oil has edged up only $4 per
barrel and is selling at a historically rare discount to comparably dated natural gas.

Because gas is particularly challenging to transport in its cryogenic form as a liquid,
imports of LNG have been negligible. Environmental and safety concerns and cost
have limited the number of LNG terminals and imports of LNG. In 2001, LNG
imports accounted for only 1 percent of U.S. gas supply. Canada, which has
recently supplied a sixth of our consumption, has little capacity to significantly
expand its exports, in part because of the role that Canadian gas plays in supporting
growing oil production from tar sands.
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Given notable cost reductions for both liquefaction and transportation of LNG,
significant global trade is developing. And high gas prices projected in the
American distant futures market have made us a potential very large importer.
Worldwide imports of natural gas in 2000 were only 26 percent of world
consumption, compared to 50 percent for oil.

Even with markedly less geopolitical instability confronting world gas than world
oil in recent years, spot gas prices have been far more volatile than those for oil,
doubtless reflecting, in part, less-developed global trade. The updrift and volatility
of the spot price for gas have put significant segments of the North American
gas-using industry in a weakened competitive position. Unless this competitive
weakness is addressed, new investment in these technologies will flag.

Increased marginal supplies from abroad, while likely to notably damp the levels
and volatility of American natural gas prices, would expose us to possibly insecure
sources of foreign supply, as it has for oil. But natural gas reserves are somewhat
more widely dispersed than those of oil, for which three-fifths of proved world
reserves reside in the Middle East. Nearly two-fifths of world natural gas reserves
are in Russia and its former satellites, and one-third are in the Middle East.

Creating a price-pressure safety valve through larger import capacity of LNG need
not unduly expose us to potentially unstable sources of imports. There are still
numerous unexploited sources of gas production in the United States. We have been
struggling to reach an agreeable tradeoff between environmental and energy
concerns for decades. I do not doubt we will continue to fine-tune our areas of
consensus. But it is essential that our policies be consistent. For example, we
cannot, on the one hand, encourage the use of environmentally desirable natural gas
in this country while being conflicted on larger imports of LNG. Such
contradictions are resolved only by debilitating spikes in price.
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In summary, the long-term equilibrium price for natural gas in the United States has
risen persistently during the past six years from approximately $2 per million Btu to
more than $4.50. The perceived tightening of long-term demand-supply balances is

beginning to price some industrial demand out of the market. It is not clear whether
these losses are temporary, pending a fall in price, or permanent.

Such pressures do not arise in the U.S. market for crude oil. American refiners have
unlimited access to world supplies, as was demonstrated most recently when
Venezuelan oil production shut down. Refiners were able to replace lost oil with
supplies from Europe, Asia, and the Middle East. If North American natural gas
markets are to function with the flexibility exhibited by oil, unlimited access to the
vast world reserves of gas is required. Markets need to be able to effectively adjust
to unexpected shortfalls in domestic supply. Access to world natural gas supplies
will require a major expansion of LNG terminal import capacity. Without the
flexibility such facilities will impart, imbalances in supply and demand must
inevitably engender price volatility.

As the technology of LNG liquefaction and shipping has improved, and as safety
considerations have lessened, a major expansion of U.S. import capability appears

to be under way. These movements bode well for widespread natural gas
availability in North America in the years ahead.
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